T -t * ’ o r H

) Declassmed and Approved For Release 2013/08/19 : CIA-RDP78- O1617AOO3900120002 4 /2,

ADDRESS OFFICIAL COMMUNICATIONS TO
. \THE SECRETARY OF STATE

-9 WASHINGTON 25, B.Cs . » . "“DEPARTM ENT OF STATE

WASHINGTON

i
Y
pma
-~
(&P

June 1, 1950

To: -~ The Central Intelligence Agency
Office of Reports and Estimates
Frams The Department of State ' 1 A

Office of Intelligence Research
Subject: 24-50., "French Prospects in 1952/53".

Attached herewith are two copies of OIR docu~
ments
French Viability in 1952/53, and

Notes on French Agricultural Prospects,
1952/53.

The french viability paper summarizes the OIR positions

on French prospects for viability in 1952/53. The note§£?

on agriculture gives substantiating details on agriculture.
Notes on financial stability;and industrial produc-

tion; giving furthertsubsﬁantiating details,will follow

Friday, June 2, and the following Monday.

Allan Evans,

Director
Office of Intelligence Research

‘Enclosure:
2 coples of 2/-100 "French
Prospects in 1952/53"
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FRANCE: NOTES ON VIABILITY AND THE DOLLAR GAP o

The.Frenéh economy will be "yiable" if it can provide an inereasing
standard of living fér its people without the neceésity for extraordinary
foreign assistance. There is every reason to believe that after the
end of the Marshall Plan this will be the case, The hardcore of a
dollar deficit, whiéh now seems likely to remain, is oﬁe which is
“manageablé"o A sumary of the reasoning on which this conclusion
is based is given in the following notes.

A "yiable" France by 1952/53 will be possible only in a peaceful .

orld and probably only in a world where international and natlonal
tensionsvare at least not significantly greater than they are today.
An increase in ‘tension would by itself have unfavorable economic'
reperéussibns in France, 'If a~greatly ianeased military burden
were added, the econaﬁy could not bear it without foreign assistance.
This paper assumes that if allarge increase in French milifary forces
is required, pért of its financial cost wiil be defrayed Ey the U.Se
It is also assumed that other nations continue to expand théir
income and increase their foreign trade along with France.

Increasing Domestic Production

The main pillar of France's standgrd of living is obviously the
producﬁion of its people. The French Standard of 1iving'has’risen
sinéé‘the war largely because French production has risen. With current
full employmént, further increases in production dépend upon increasing

the productivity of each French laborer.
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Output per worker in France has increased sharply during the past-

year and is now at levels at'least‘equal‘to those prevailing in the

best prewar year, This rather striking increase is less encouraging

than it might seem. It reflects essentially the breaking of most of

the postﬁar bottlenecks. It does not necessarily indicate the beginning
of an upward trend which may be‘expected to cabry output to new high
levels; Nevertheless, French productivity will probably continue to
inerease, though at a rate less than that of the past few years. |
Th1s belief is based on the knowledge of the substantial amounts ‘
of new 1nvestment which have been and are being made in postwar France
and the progreéss of French techniéians and mahagement in learhing
Americaﬁ methods of mass production and efficiency. The eﬁd of infla-
tion and the restoration of‘competition which will come from that as

well as from the greater liberalization of international trade, should

’ also result in a more efficient utilization of the labor fqrce.

(Despite substantial evidence that French productivity will continué
to increase, the bas1c factors which held prewar 1ndustr1a1 produc-
tivity in France to one-third that of -the U.S. and now keep it nearer
one-~fourth, are still operating. For a fuller discussion of this
problem see "Review of the French Second Anmual Program" Paris TOECA/
TOREP Despatch 266, December 15, 1949.)
The Dollar Gap

AvFEance has mede very.substantial progress in its balance gf
payments withAthe entire'world._ One éramatic illustration of this "
was given on May 2, 1950 vhen France turned back $21,750,000 of

multilateral drawing rights to which she was entitled.

-
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In the first quarter of 1950 France had a defioi’c with her partners
in the Marshall Plan of only $11.é million. This is to be compared with
a deficit of $5657.5 million a year earlier, This deficit, or actually
the non-dollar deficit, is extremely smelle This can be seen by compar=
ing it to Fra.nce's’ total production which in 1949_w§s estimated at over
$20 billion. Furthermo're, there is reason to believe that France could
run & surplus with the non~dollar world, But even if:it does not, the
possible deficit will certe.iniy be of ™manageable" proportions; one which
"could be absorbed, if.necessary, withoﬁt any serious read justment iz‘x'the
French steandard of livings |

But for France, as for most of the other ERP countries, the dollar
problem remains as the persistent hardecore of its external financial
difficulties. Fér France, it is the only balance of payments problem of
magnitude, | |

Ali the recent estimates of the French dollar balance of payments
in 1952/53 show a deficit of between $150 and $200 million. Teble 1

below conteins e summary of the major‘factors invivede

CONFIDENT IAL
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Table 1
FRENCH UNION: GOLD AND DOLLAR BALANCE
OF PAYMENTS ESTIMATE, 1952/63

(millionse of dollars)

Imports 286

Fxports 180

Net Trade - 95
Freight, net 0
Touriem, net 4 100
Interest and smortization, net - 156
OT Balanoce - 25

Net Balance, current sscount - 175

Sourse: ECA/Washington. These estimates are similar
to those of French which indicate & deficit of between
$150 and $165 miliion.

Nots: Prices are average 1949 prices.

Estimating two or three years into the futur-e is obviously an
extremely hazardous taske For this reason the foous of our attention
ghould be on the policies which France and the U. S. must follow in
order for France to achieve viability rather than on refinements in the

estimatess

Dollar imports: - Progress in reducing the dollar deficit thus far
has depended almost entirely on e reduction in imports. This was entirely

expeoted. Imports during the early postwar years were swollen by the
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needs of replacing the wartime destruction end poor harvests and the
inability of any of France's neighbors, feced with the same problems,
. to supply the goods which were required.

Between now and 1962/563 further substantisl reductions in imports
will be regujred. In 1949/60 France is expected to import about §$490
million of goods from the doller area, This will have to drop to about
$285 million by 1952/53.

In order to ac.hieve a restriotion of this magnitude, controls over
the use of dollar exchange will have to be maintaineds Further devaluation
with respect to the dollar might reduce the stringency of some of these
ocontrols but develuation is not now considersd by either the French or the
U. 5. governments to be necessary or desirables

TWhen supplemented by imports from other countries end by France's om
production, the projeoted level of dollar imports will be sufficient to
support th; rising standard of living which is assumed. Table 2 below
comps..rea the probable commodity composition of the imports with that pro-

grammed for the current fiscal year.

Teble 2
METROPOLITAN FRANCE: GOLD AND DOLLAR IMPURTS

(millions of dollars)

194050 final program  1952-58 ECA/W 68te

Petroleum and

Petroleum products 100 8b

Raw cotton 101 86
Equipment 164 45
Copper ") 25
Other 13 ) 45
Total 489 286

Notes Imports mder EFAC and 10% equipment allowances are not included,
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As ca‘n;be seen, the major reduction from 1949/ 50 is in iﬁports
of equipment-. The estimate of equipment imports in 1952/53 represents
entirely replacement parts for U.S. equipment now in France. Francé |
itseif ﬁill produce a large,qﬁantity of ﬁhe equipment and it will"
rely on European sources for the remainder. it would be desirable f§r~
France to import more'ddllar eQuipment but this seems torbe economically
impossible without increased U.S. éri'wrate investment and not absolutely
necessary, (Note that ’befére the war France imported only minor
amounts of U.S. equipment.,) |

" The redliction in dollar petroleum imports from %ioo million in
1949/50 to $85 million in 1952/53 should not mean any hardship. - |
«Petroleﬁm can be reaaily procured with sterli;g. Actually one of the
means France ﬁill probably emplby to resolvé“the dollarrdeficit
would be torreauce evén fﬁfther iis-dollar payments for petroleum.
This could be achieved by shifting even more to purchases of sterling
oil, by'maintainiﬁg a high internal priéé for petroleum produbfs and
therefore reducing the domestic demand for it; ahd finally by negotia-
ting with the U.S. companies to accept part payment for pétroleum [
in fraﬁcs, ‘

The reduction planned in dollar cotton imports is no doubt also
"manageable" but to daté.‘France haé méde no serious steps to find a ‘
réplacement for U.S. cotton supplies. This may have serious implica-
tions for the French cdtton fextileAindustry but ité'impact on the

entire economy should not prove serious,
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Dollar Exports - French exports to the dollar area are expected to

increase from $111 million per annum, achieved during the first nine

months of 1949 before the devaluation, to $190 million in 1952/53. Though
this is a substantial increass, percentagewise, it is insignificant when
compared to the size of the Americen market. An aggressive French markete
ing policy, the establishment of a network of distribution channels in

the U.S., plus market research and en edvertising cempaign, is required,
however. Since doller sales ere much more essential to the French economy
then they are 't;o the individual French producer who ususlly has adequate
outlets at home or elsewhere in Europe, the responsibility for en aggressive
and well organized eelling cempaign in the U.S. is largely thét of the

| government. The government has unfortumately béen slow in rising to the
challenge.

Overseass Territories: - The overseas territories will probably run

o small net deficit, epproximately $25 million in 1952/63. The esrlier
optimism the French had shown with regard to a-large doller surplus of
the overseas territories by 1952/63 is not justified.
A sharp improvement in the economic situation» of vthe overseas terrie
tories by 1952/53 is possible, however. ‘The most important fector would
be an early end to the war in Indo-China. This would permit a reduction
in the French military effort with a consequent easing of French intemmal
economic pressures and some savings on doller imports.
Deficit: = As poar as cox be estimated, the current account doller
- deficit in 1952/53 will be around $175 million. This is actually & |
"menageable® deficite A fall in the prices of raw materials which comstitute
French principal imports fram the U. S. could wipe ocut a -part of the deficit.
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An increese in the smount of private U. S. invesiment' in France or in the
overseas territories could also account for another part. Finally, if the
situation remeined difficult, France could no doubt procure fram the sterling
area mogt, if not all, of the €35 million of petroleum imports now plannéd,
or deals with the U. S. petroleum compenies whereby the latter accept part
payxﬁént in francs, could be arrangede

On the baeisg of the estimates presented in the teble km aﬁove, it nov
seems probable that France will not be eble %o meet its debt repayment
' obligations on U. 8. loans. The projected repayments on U. S. government

loans are given in Table 3, belowe

Table 3
FRENCH PAYMENTS ON U. S. GOVER! MENT LOANS

(millions of dollars)

Principal Interest Totel
1950 2147 4646 6843
1951 44,5 . 4640 90.1
1952 6942 47,0 11642
1953 700 47¢4 1174 .
1954 7048 45.6 116.4

The emount due to the U. S. government in 1952/53 covers two~thirds
of the estimated deficits Thue it seemé advisable that the Us S. work out
a way to eliminate or refinence French post-war government debt. Our
estimetes indioate the action required. The exact type of action which

is to be teken is a delicate politicel question; it would be undesirable for

the U. S. to ellow France to default,
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